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Co- Chair Neuman revi ewed the agenda for the day.

1: 31: 23 PM

"REVENUE FORECAST: DEPARTMENT OF REVENUE

1: 31: 53 PM

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
i ntroduced the PowerPoint presentation "Revenue Forecast”
(copy on file). The focus of the presentation would be on
the "How' and the "Way" of the revenue forecast. He would
be addressing how the revenue forecast was done and why
certain assunptions were made. There had been significant
concern about the tunbling oil prices and whether the
forecast renained reasonable. He relayed that Dr. Tichotsky
woul d be doing nuch of the presentation since his group put
t ogether the forecast and was responsible for producing the
Revenue Sources Book.

Co-Chair Neuman rem nded conmmttee nenbers to be conscious
of time and to keep questions in line with the topic. He
encouraged nmenbers to ask questi ons.

Comm ssi oner Hof fbeck began with slide 3: "Methods: Wat Do
We Forecast at DOR?" The primary focus of the department's
forecast was petroleum revenue and secondarily non-
petrol eum revenue. Since petroleum revenue was Al aska's
| argest inconme conponent, it would receive the bulk of
attention. Petroleum revenues including production taxes,
severance tax, royalties, corporate inconme tax, and other
oil-related taxes such as property taxes, and non-petrol eum
revenues made up one bucket of noney. The second bucket of
noney was conposed of investnent revenues, the forecast of
which was produced by the state's investnent advisors,
Callen. The forecast largely reflected long-term trends
with some adjustnents for market conditions. The third
bucket of noney was conprised of federal revenues to the
state. The depart nent forecasted what was actually
authorized for spending. Typically, the actual revenues
received were 20 to 30 percent less due to the state not
neeting all of the match requirenments. The three buckets of
noney were what was conpiled into the Revenue Sources Book.

Conmmi ssi oner Hoffbeck noved on to slide 4: "Ol Revenue
Forecasting." The slide reflected the way in which the
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forecast was put together. He pointed to the formula about
one-third of the way down the page that read "Net value
equals, price multiplied by production, mnus costs". The
three areas he would be | ooking at that nade up the state's
net value were price, production, and cost. The revenue
forecast would then be built by taking the net value
multiplied by the tax rate and then deducting credits taken
against liability. The departnent would provide a separate
presentation on credits.

Conmi ssi oner Hof fbeck advanced to slide 5: ™"Fall 2014
Hi ghlights.” He indicated there had been sonme concern about
the change between the spring forecast and the fal
forecast and the significant changes in how the forecast
was put together. The assunptions, the nethodol ogies, and
the people that nmade the forecast were the sane. The nmain
difference was the oil price. There was also sone
adjustnment for oil production. The departnent had seen a
slight wuptick in production, information that had becone
available in between the spring and fall forecasts. There
had been additional investnent and production.

1: 36: 46 PM

JOHN TI CHOTSKY, CH EF ECONOM ST, TAX DIVISIQON, DEPARTMENT
OF REVENUE, began with slide 7: "Production History and
Forecast." He indicated that he would provide a |arger view
of production giving a history of production and
forecasting and how an increased forecast fit into a
broader picture in order to put things into perspective. He
enj oyed the | onger-termview.

Co- Chair Neuman asked about slide 7. He wondered if the
forecast included estimates on future production due to
investnments in current production tax credits for new
i nvestments.

M. Tichotsky specified that Co-Chair Neuman was correct.
He explained that the nethodology was such that every
Cctober the departnment interviewed alnost every active
conmpany including the exploration conpanies, conpanies that
were planning to produce. The departnment sunmarized the
information in addition to nodeling currently producing
fields and wells. Departnment of Revenue canme up with an
overall production forecast. The slight uptick on the slide
reflected what people were reading in the press about
addi ti onal production. However, because of the criteria the
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department used to include the production in its forecast,
producti on was not booked until there was confirmation that
it was included in the business plans of the conpanies.

Co-Chair Neuman asked if M. Tichotsky had an estimate if a
gas pipeline was in operation by 2023.

M. Tichotsky responded that the chart reflected oi
production. He reported that one of the issues that the
department encountered was that nost of the information it
received was good for 3 to 5 years. Beyond 5 years
conpanies had a difficulty seeing far out into the future.
The decline seen on the slide was a function of a physica
decline and of the state's certainty. The state believed
that for 2023 the estimate would be approxinmately 300
t housand barrels of oil per day. The departnent believed
that the estimate had a wde range of variance on its
estimate. He furthered that if he was asked about the
forecast in 2023 he would respond 300 thousand barrels per
day plus or mnus 300 thousand barrels. Wereas, in the
following year he could say with relative certainty within
tens of thousands of barrels what would |ikely be produced.
The departnent had been extrenely accurate since adjusting
its methodol ogy. Certainly 1 to 2 years out there would be
great certainty. In the slides provided a point estimte
was provi ded and showed sone of the ranges of possibilities
in the future.

1:40: 31 PM

Representative Gara asked about the top color on the chart.
He wondered if the color in 2015 represented offshore oil.
M. Tichotsky responded that the top skin canme in from
Prudhoe Bay to the right to Endicott then were added from
Kuparuk which satellited to Point Thonmson. They l|ayered in
as reflected in the | egend.

Representative Gara responded that his chart showed a |ight
green for the top layer that appeared to be getting w der
in 2015. He wondered if it reflected "Ofshore". M.
Ti chot sky responded in the affirmative.

Representative Gara asked about the slight increase. He
wondered if the state would receive any production tax if
the oil production increased. He also asked about what
offshore fields were represented in the "Ofshore"
cat egory. M . Ti chotsky responded that the offshore
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category was not what nmany would considered part of the
Quter Continental Shelf (OCS). The offshore category
represented the zero to 3 mles offshore which the state
exerted sovereignty. In addition the state had a revenue
sharing provision from 3 mle to 6 mle range. The state
had no sovereign jurisdiction beyond 6 mles. The offshore
category represented only the oil wthin the state's
jurisdiction.

Representative Gara asked M. Tichotsky to clarify what he
considered to be the oil within the state's jurisdiction.
M. Tichotsky answered that it reflected the oil between
zeroto 3 and 3 to 6 mle ranges.

Co-Chair Neuman conmented that the state recently had
entered into an agreenent wth Callos Energy regarding
Marathon's Liberty Field investing $1.2 billion. M.
Tichotsky did not hear all of the details of Co-Chair
Neuman's question. He asked Co-Chair Neuman to repeat his
guesti on.

Co-Chair Neuman stated that it was okay to wait until |ater
to discuss his question. M. Tichotsky responded that it
woul d include North Star, Oooguruk, and Liberty fields.

1:43: 07 PM

M . Ti chotsky advanced to slide 8: "ANS Production
Conparison.” He relayed that the slide showed the revision
from the spring to the fall forecast. It included the

additional information the departnent received in Cctober.
The tinme between the nonths of Septenber and Cctober was a
critical tinme for the oil conpanies in ternms of planning
and providing information to the state. He pointed out the
production increase from 2015 through 2017 or 2018
[Depicted in blue], during which time production renained
above 500 thousand barrels per day. The decline rate was a
function of the probability of being able to forecast the
future. It was not necessarily DOR s belief that the
production woul d decline at the rate shown.

Representative WIson commented that production was close
to what the state had thought it would be. She asked if the
state's budget would have been close to being accurate had
the price been close to what the state had predicted it
would be at the end of the prior year. M. Tichotsky
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responded that price was absolutely a mnmmjor driver in
determ ni ng revenue.

Representative WIlson wanted to clarify that it was price
rather than production affecting state revenue. M.
Ti chot sky responded, "That is correct." The other issue was
that investment decisions were made on a different tinme
scale. The price environment collapsing was not necessarily
connected to investnent decisions. The production was
driven largely from what information the state received
regardi ng i nvest nent deci si ons.

M. Tichotsky pointed out that the Revenue Sources Book was
a great summary of the information DOR was presenting. In
addition, with the help of his staff, it was also the
repository of data. He noted a new feature, the Quick
Response (QR) codes, easily read by an application in a
smart phone, which allowed a reader to see the data tables.

M. Tichotsky scrolled to slide 9: "ANS QI Production
Forecast." He asserted that the forecast was sorted into
three major bi ns; developed or currently producing
reserves, undevel oped reserves, and contingent reserves.
The three categories of reserves added together equal ed the
state's unrisked investnment case.

M. Tichotsky discussed slide 10: "Production Forecast." He
relayed that in the graph the point estimate for 2015 and
2016 were provided. Going forward into 2017 the state would
begin to risk the unrisked investnment case. He explained
that the wunrisked investnent case was everything the
industry informed the state that it was likely to produce.
The |ow investnent case was a circunstance in which all
currently producing wells were to continue producing wth
no further investnent or additional wells brought on I|ine.
In reviewing the state's nethodol ogy two el enents needed to
be risked; the first was when a project was announced but
del ayed, and the second was when greater production was
anticipated but targets were not reached. Wen the state
did its risking it was not well specific or project
specific. The state risked across the board. He believed it
was a good strategy because he had found that on average
the risks in criteria were useful. They got larger the
further out in time they were due to uncertainty. They were
al so based on industry standards devel oped out of | ooking
at sone of the classic oil industry expectations chapters.
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1:49:18 PM

M. Tichotsky pointed to slide 11: "Dept. of Revenue
| nvestnent Cases." He suggested that the slide described
how the state |ooked at the vocabulary in ternms of
investnments. There were three investnent cases; an unrisked
i nvest ment case, and adjusted expected investnment case, and
a |l ow investnment case.

M. Tichotsky continued wth slide 12: "North Slope
Production Forecast."” He drew the commttee's attention to
the green, red, and blue skins. He explained that they
represented the volumes from contingent, undevel oped,
forward-shifted developed, or developed reserves which
helped to define the state's production forecast. He
reported that the other two skins [the purple and teal
colored skins] represented the potential wupside volunes.
The econonic research group favored seeing that the likely
probability was that the volumes from the devel opnent
reserves would fall between the two goal posts w thout any
new unexpected di scovery or a black swan event.

Representative Gattis stated that she thought she had heard
M. Tichotsky say that throughput would fall sonewhere
bet ween 500 thousand and 600 thousand barrels per day. She
asked for clarification.

M . Tichotsky responded that the state's production
forecast baseline was represented by the top of the green
skin. However, production clinbing to the top of the tea

skin was not wunrealistic based on information the state
received from the industry concerning what was possible to
produce and what was planned for production. Price and
investnment were also factors considered in forecasting.

Reaching the top of the wupside potential volunmes from
contingent resources was within the realm of possibility
based on current t echnol ogy and t he st at us of
infrastructure on the sl ope.

Vice-Chair Saddler asked whether M. Tichotsky had any
formal or informal estimates of production from the 1002
area of the Arctic National WIdlife Refuge.

M. Tichotsky responded in the negative. He explained that
it was not within the 10-year horizon. He added that there
was an indication from United States Geol ogical Survey that
there were undiscovered reserves in the area and there was
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an earlier evaluation conducted by DNR in 2009 indicating
the same infornation. However, the information was limted.
He enphasized that the data pointed to undiscovered
resources rather than reserves.

M. Tichotsky advanced to slide 14: "Alaska North Slope
Crude West Coast Price.” He explained that when the
departnment |ooked at prices its focus was to |ook at
averages. The average price of the period was about $104.
It was clear that there was an event in which the price
dropped dramatically by nore than 50 percent within a short
period of tine.

M. Tichotsky explained slide 15: "Alaska North Sl ope Crude
West Coast and West Texas Internmediate Prices.” He reported
that in looking at a longer term horizon back to 2007 the
drop was not an unexpected event. Economsts were very
famliar wth volatility over the long term Price
stability was sonmething that Alaska enjoyed for severa
years but was an anomaly.

1: 54: 08 PM

M. Tichotsky noved on to slide 16: "Key GOl Price
Drivers.” There were two key oil price drivers that DOR
nmonitored. The first was the global spare capacity of QI

Producing and Exporting Countries (OPEC) which included
Saudi Arabia. The second factor was the cost of devel oping
new oil supply. Currently, there was adequate supply in the
market driving the price down. Also, at present, the gl oba

demand was weak and Saudi Arabia was willing to sustain
| ower prices in order to maintain its market share.

M . Ti chotsky | ooked at slide 17: "Price Forecast
Met hodol ogy.” He relayed that on the first Tuesday of
Cctober DOR held a day-long oil price forecasting session
In the current year it occurred on the 7th of Cctober. The
State of Alaska was very fortunate to have its investnent
funds, particularly the Permanent Fund. The state had
access to top-notch investnent advisors. The state often
invited quality presenters to speak to both the US.
econony and the global econony. He renmarked that people
were very interested in discussing pricing in the price

forecast session. In the past year there were 37
participants from state governnent, academa, and the
private sector. Department of Revenue, Department  of

Nat ur al Resources, Departnent of Law, the Ofice of
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Managenent and Budget, and the Legislative Finance Division
partici pated. There was a wide variety of people interested
in markets or had expertise in the oil and gas industry.
Rat her than asking for a high, nedium |low estimte
approach the departnent asked for nore statistical
information. The general process that the departnent used
was a nodified Del phi approach. He explained that people
were given information in which they were then able to
i ncorporate throughout the day in order to present their
opinion of the pricing at the end of the day. The opinions
were then aggregated. In the current year at the price
forecast session people were asked for a probability of 10,
a probability of 90, and the nedian. The nedian price was
then used to generate the point estimte used for the
revenue. He advised the committee to keep in nmind that DOR
forecasted real prices. However, when DOR generated the
revenue forecast it included inflation. Therefore, when
| ooking at prices 10 years out the $120 to $130 per barrel
range woul d equate to about $90 to $100 in current dollars.

1: 57: 33 PM

Representative Edgnon recalled in the previous year that
the governor's 10-year budget had prices soaring into the
$120 to $130 range. M. Tichotsky indicated it was a "no
change" price. Wen prices sloped up with a 2.5 percent
inflation rate it neant the current price was the sane
taking inflation into account.

Represent ati ve Edgnon asked about the process in which the
departnment went through every COctober. He wondered if the
neeting set the stage for looking 10 years out. M.
Ti chot sky responded affirmatively. Participants were asked
to do the price forecast for a 10-year period.

Representative CGattis asked about whether the forecasting
done in the prior Cctober accounted for the downturn in oil
pricing. M. Tichotsky explained that there were different
views concerning supply and demand. He furthered that when
prices were very high there would always be soneone in the
room that would predict that prices would drop. Oten tines
psychologically it was a difficult thing to say because of
current prices. The opposite was true in a |owprice
envi ronment where soneone mnmight predict that prices would
go up. Not everyone shared the sane opinion.
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Representative Gattis followed up with a questions about
whet her the financial crisis could have been forecasted.
She suggested it was a guessing ganme of sorts. M.
Ti chotsky responded that, generally speaking, it was
extrenely difficult to forecast. He added that it was
al ways a challenge to forecast a great change in direction.
In other words, when sonething changed from one state to
the next, psychologically human beings were resistant to
understanding change. On the other hand econom sts were
al ways ready to anticipate a change. Departnent of Revenue
put the forecast out as one of the tools for legislators
for budgeting purposes. The departnent also wused the
revenue forecast for other items such as when the state
approached rating agenci es.

2: 00: 45 PM

M. Tichotsky continued that when |egislators were | ooking
at the revenue forecast or the price and budgeted | ower
than the predicted revenue to be on the safe side, they
| ooked at it from the standpoint of the glass being half
enpty. Wien approaching the credit rating agencies the
gl ass was presented as being half full focusing on things
such as capacity. The revenue forecast was strictly a tool.

Co- Chair Neunman rem nded committee nenbers and presenters
about tinme constraints.

M. Tichotsky noved onto slide 18: "Fall 2014 ANS Revenue
Forecast Prices." He discussed the nethodology used in
forecasting. He reported that DOR adapted when prices were
| ow. The departnent had | ooked at being able to hybrid the
information from the price forecast session. The price
forecast was DOR s price forecast endorsed by the
comm ssioner and was a recomrendation. The departnent
wanted to make sure it reflected reality in order to have a
credi bl e forecast in which to base deci sions.

M. Tichotsky turned to slide 19: "What if the oil price
is.” for the last half of FY 2015." He indicated that

because the price of oil in the state was high in the early
part of the current fiscal year, even if oil prices dropped
to $50 per barrel of oil, the price would average about $70

per barrel over the course of the year.

M. Tichotsky discussed slide 20: "Historical ANS West
Coast FY QI Price Bands: Annual Average and Oficia
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FY2014 Forecast." He pointed to the portion on the left
that depicted actual oil prices. The dots indicated the
average price and the black scale represented a range of
prices including the highest and |owest prices for the
corresponding year. The portion on the right of the slide
represented the forecast which also showed a range of
pricing possibilities in black and the specific price
forecast in the Revenue Sources Book in dots. He explained
that a revision would be provided prior to the end of the
| egi sl ative session there was a revised view. He suggested
that if the information was changed so mght |egislators'
m nds. One thing he stressed that for two years running in
2013 and 2014 the state had the exact same price to three
decimal places. He commented that it reflected stability

but it was also as if lightning struck 16 times in one
pl ace.

2:04: 37 PM

M . Ti chot sky | ooked at slide 22: " Gener al Fund
Unrestricted O Revenues." He indicated that one of the

mai nstays of petroleum revenue during times of |ow oi
prices was the state's net royalty, the paynent the state
received as owners of the resource. The production tax and
corporate incone tax were highly dependent upon oil pricing
whereas, property tax was not. Non-petroleum revenue
equal ed about $500 million depending on the market. Revenue
for 2015 was forecasted to be about half of the actual
revenue for 2014.

M . Tichotsky reported on slide 23: " Gener al Fund
Unrestricted Revenues Non-Petroleum™"™ He relayed that the
slide provided an overview of the unrestricted non-
petrol eum revenues. He suggested that the $500 nillion
revenue detail could be found in the Revenue Sources Book.

M. Tichotsky scrolled to slide 24: "Total Revenue Forecast
- FY 2015 and 2016." He nentioned that although the
i nvestnment revenue was inportant it did not get deposited
into the general fund (GF). The state continued to generate
revenue off of its assets. The total state revenue for FY
14 was $17 billion, the second l|argest state revenue
figure. The state forecasted healthy total state revenues
for FY 15 even in the face of Ilower total wunrestricted
revenue.
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M. Tichotsky advanced to slide 25: "FY 2016 General Fund
Unrestricted Revenue with Price Sensitivity." He reported
that the departnment was frequently asked about what would
happen if the price was higher or |ower. He suggested that
the graph on the slide was in the Revenue Sources Book and
was a way to get a feel for what the revenue mght be. He
pointed out that if the price of oil was between $80 and
| oner the revenue slope becane flatter due to the m ninmm
t ax.

2:07: 23 PM

M. Tichotsky reviewed slide 27: "Conparison - Fall 2014
vs. Spring 2014 Forecasts." He indicated that the price of
oil had changed, which was the mmjor driver for the changes
from the spring to the fall forecast. There was a small
increase in production from spring to fall. Overall there
was a significant change to the general fund unrestricted
revenue nmainly due to the change in the price of oil.

M. Tichotsky continued with slide 28: "Contributors of
Change in FY2015 Revenue Forecast." He reported that the
slide reflected nore of the sane and suggested that the
slide provided detail which mght be useful in the future.

M. Tichotsky |ooked at slide 29: "Contributors of Change
in FY2016 Revenue Forecast." He skipped through the slide
indicating that the sane applied for FY 2016.

M. Tichotsky noved to slide 30: "North Slope Capital
Expendi ture Forecast Change. " He explained that DOR
reviewed its capital expenditure forecast. The driver for
increased production was that the state forecasted
addi tional capital expenditures especially in near years.

M. Tichotsky viewed slide 31: "North Slope Operating
Expenditure Forecast change.” He relayed that operating
expenditures were increased based on the increase in
pr oducti on.

Co-Chair Neuman asked how the slide showed increased
i nvest nent since 2013.

M. Tichotsky referred back to slide 30. In the previous
year there was an increase in investnent, and based on the
interviews going forward the departnment saw a relatively
larger anmount in the fall of 2014. The nunbers on the
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bottom of the slide were significantly larger especially in
FY 16, FY 17, and FY 18. Looking out further to FY 19, FY
20, and FY 21 the years were of interest but |ess
significant. The oil industry was providing the state with
very forward | ooki ng statenents about its plan.

Representative Edgnon asked whether the nunbers were
adjusted for inflation. M. Tichotsky responded that the
nunbers were nom nal dollars.

Representati ve Edgnon expressed that it would be hel pful to
have non-adjusted nunbers to do a conparative analysis. M.
Tichotsky indicated that he would be happy to provide
Representative Edgnon with the information and additionally
woul d provide an inflation series.

Co- Chair Neuman asked that the information be provided to
his office and he would nake sure to disperse it to all
conmi ttee nenbers.

Representative Edgnon suggested including the information
on the same graph. M. Tichotsky responded that he would be
happy to reproduce the graphs in real and nomi nal terns. He
believed that a real view was very useful.

M. Tichotsky revealed slide 32: "Net Tax Credits versus
Production Tax." He nentioned that the information on the
slide woul d be discussed in the foll ow ng presentation.

M. Tichotsky discussed slide 33: "Fall 2014 Total Revenue
Forecast." He indicated that in |ooking back at the total

revenue history the state had experienced highly volatile
revenues either because investnent revenues and petrol eum
dollars were volatile. The state's non-petroleum dollars
remained relatively steady. In looking forward it was
difficult to anticipate volatility due to it being
typically unexpected. On average, over a 10-year period DOR
provided a fairly good picture.

2:13:23 PM

Vice-Chair Saddler noted the increase in federal spending
in the out vyears conpared to the historical data. He
wondered why. M. Tichotsky responded that federal spending
remai ned steady rather than increasing. Vice-Chair Saddler
clarified that he was conmparing it to the historical data.
M. Tichotsky responded that it was a function of
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forecasting. He referred back to the first slide that
Comm ssi oner Hof f beck spoke about . The depart nment
forecasted a certain nunber but only received about 20
percent or 30 percent of the revenues that actually cane
in. He continued that out of the 3.1 that was allocated the
state anticipated only receiving 2.5. He posed the question
as to why the state did not discount upfront. It had been a
tradition for DOR to use the allocated nunber.

Co- Chair Neunman asked to return to slide 32. He pointed to
the red bars that fell below zero, production tax net of
refundable credits, and comrented that it was somewhat of
an anomaly. He added that the refundable credits would
sunset in 2016. He wondered if the state would see the red
bar beyond 2016. M. Tichotsky responded that there were
refundable credits that would extend beyond 2016. Sone of
the credits would sunset, but not all of them

Co-Chair Neuman asked whether the refundable credits were
for the smaller producers. M. Tichotsky replied that the
refundable <credits were primarily those clainmed by
expl orers and those producers currently devel opi ng
facilities that did not have any resulting revenues.

Co- Chair Neuman asked for clarity that M. Tichotsky was
referring to smaller conpani es making new investnments. M.
Ti chotsky responded in the affirmative. Co-Chair Neuman
coomented, "So we are cashing in wusing our production
credits?" M. Tichotsky answered, "That is correct."

Co-Chair Neuman asked about the |large producers. He
referred to the darker green bars on slide 32. He wondered
whether the bars indicated that the state was also
conpetitive at low oil prices.

Comm ssi oner Hof fbeck responded that whether the state was
conpetitive at low oil prices the state still collected tax
at low oil prices. He furthered that the difference between
the light green and the dark green bars on the chart was
the credits taken against tax liabilities. The state would
collect about $500 million in taxes from the producers in
the current year even at low oil prices wth the m ninmm
tax in place.

Co- Chair Neuman asked whether the conm ssioner was only
referring to the production taxes wused by the larger
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compani es. Comm ssi oner Hof f beck replied, "This is
generally the big three, yes.™

Co- Chair Neuman was attenpting to point out the difference
the state saw for investnents in tax credits between newer
conpanies comng in in the red and the |arger production
tax credits that were investnents for purchases from others
used against tax liability by the big three. M. Tichotsky
of fered that Co-Chair Neuman was correct.

Representative Gara commented that the state had |ess
revenue based on the two types of credits but suggested
that there was a third place the state received |ess
revenue. He continued that wuntil the mninum floor was
reached producers received a 35 percent tax deduction. He
asked if he was correct. Conmm ssioner Hoffbeck responded
that Representative Gara was correct until the mninmm
fl oor was reached.

Representative Gara suggested that only sone fields had the
m nimum tax floor. He wondered whether the 4 percent floor
applied to the gross value reduction (GVR) fields, the
post-2002 production wunits, and whether the 35 percent
deduction applied. M. Tichotsky relayed that he would be
addressing Representative Gara's question in the follow ng
present ati on.

Representative WIson asked a question regarding slide 33.
She wondered about holding on to barrels until the price of
oi | i ncreased. M . Ti chotsky responded that ener gy
conpanies were typically used to volatility and made
deci sions accordingly. He explained that depending on the
direction of prices, if the price increased in a |owprice
environment, then there would be a stinmulus to invest.
There was also a delayed reaction at tinmes. The state had
seen an increase of investnent currently which neant that
there would be an increase in production and tax revenue in
subsequent years. There was sonetinmes a disconnection
between a price signal and activity.

Representative WIson comented that she would store the
oil until the price increased. M. Tichotsky responded that
what she was proposing was a hedging activity in which a
commodity would be held back. The types of decisions she
was nentioning depended on timng and how |long a commodity
woul d have to be stored. Cenerally, when producing off of a
| arge field, producing what was possible was preferred.
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Representati ve Kawasaki asked about a nexus between price
and production. He wondered what production |evel the state
woul d have to see to cone up with the same anmount of nobney
over future years if the state continued to see |low oil
prices.

2:21: 11 PM

M. Tichotsky responded that the budgeting process and the
revenues and expenditures were disconnected. He recognized
that in recent years the state had spent or at |east had
enough revenue to cover its expenditures. Wthin the
state's forecast period, depending on price, it was not
unreasonabl e to have yearly revenues between $2 billion and
$5 billion based on current levels of production and
expendi t ur es.

M. Tichotsky returned to Representative WIson's question

He relayed that oil in the ground was not oil in the bank

Even if a barrel of oil is produced, sold for $20, and
deposited in the bank for a period of ten years, the state
m ght be able to get as nuch oil as the oil price that
appreciated. Once a natural resource was turned into noney
there were many things that could be done to get the sane
or equal value. It depended upon a risk calculation. In
general, there was a risk of never producing oil that was
left in the ground, a significant risk that petroleum
producers as well as the state recogni zed.

Representative WIson was concerned about revenues and
t hought the state and producers mght be able to rebound
faster by keeping sonme oil in the ground. She wondered if
DOR took into consideration whether oil conpanies would
produce as quickly when the price of oil was |ow as opposed
to when the price was higher. M. Tichotsky responded that
in general when a facility was producing oil it tried to
maxi m ze production. A production mnmanager's job was to
maxi m ze production and mnimze costs wthout price
consideration. He suggested Representative WIson discuss
her question with the oil conpanies.

Comm ssi oner Hof f beck comment ed about noving forward in the
next portion of the presentation.

AO L and GAS PRODUCTI ON TAX CREDI TS: DEPARTMENT OF REVENUE
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2:25:48 PM

Conmi ssi oner Hof f beck i nt roduced t he Power Poi nt
presentation "Credits (copy on file)." He relayed that he
had the Assistant Chief Econom st, Dan Stickel with himto
answer questions if needed during the presentation. He
expl ained that the presentation was a historical overview
of tax credits and the point at which the state was at in
the credit process. He indicated he would touch briefly on
the expiring credits to better understand what the state
woul d be dealing with in the future.

Comm ssi oner Hof fbeck detailed slide 3: "History of Ol and
Gas Tax Credits." He explained that the credit situation
that the state was currently in was a product of four
separate tax reginmes within the last 10 years, each wth
their ow particular focus and contributing to the
avai lable credits to be used by the producers, explorers,
and the developers. He nentioned that the first "nodern
era" credits came during the Economc Limt Factor (ELF)
regime under SB 185 [Legislation passed in 2003 - Short
Title: Royalty Reduction on Certain Gl/Tax Cred]. He
explained that the credit was a 20 percent to 40 percent
credit for exploration depending on type and |ocation. The

credit could be taken against a tax liability, sold to
sonmeone else with a tax liability, or carried forward.
However, it could not be cashed in with the state. It was
not a reinbursable credit, rather, it was to be used

agai nst soneone's tax liability.

Comm ssi oner Hoffbeck turned to slide 4: "Hi story of Ql
and Gas Tax Credits." Several credits were added with the
passage of the Petroleum Profits Tax (PPT) [HB 3001 was
| egislation that passed in 2006 - Short Title: Ql/Gas
Prod. Tax] noving froma gross tax to a net tax. There was
a 20 percent loss carry forward credit. The 20 percent
credit had changed over tinme multiple instances. There was
also a 20 percent qualified capital expenditure that
expired with SB 21 [Legislation which passed in 2013 that
had to do with an oil and gas production tax]. There was
al so a small producer and new area tax credit. He furthered
that the credit equaled $6 nmillion for frontier explorers
and $12 mllion for small producers. The credit expired in
2016 but had a 9 year tail which necessitated the state
paying the credit for up to an additional 9 years. Another
credit that was added with the passage of PPT was the
transitional expenditure credit which expired in 2013.
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Also, there was a nechanism for the state to buy back
credits from snmall producers that produced |ess than 50
t housand barrels per day with a cap of $25 mllion per
year.

Co-Chair Neuman asked how nmany small producers took
advantage of the credit. Comm ssioner Hoffbeck did not know
but could provide the commttee the nunbers.

Representative Miunoz asked about the liability on the 9-
year tail. Conm ssioner Hoffbeck deferred to M. Stickel.

DAN STI CKEL, ASSISTANT CH EF ECONOM ST, TAX DI VISION,
DEPARTMENT OF REVENUE, responded that the small producer
credit was a credit of up to $12 nillion per year per
producer for the first 9 years of production. The forecast
for the credits was between $55 mllion and $73 nmillion per
year for all of the conpanies involved. H's nunbers were
based on the forecast for the following 4 years.

Vice-Chair Saddler asked for clarification about the $55
mllion to $73 mllion. M. Stickel specified that he was
tal king about the small producer credits. He continued that
for FY 15 and FY 16 the departnent was estinmating $55
mllion for North Slope small producer credits and another
$12 mllion for non-North Slope producer credits. He
reported that it would be a total of $67 mllion for FY 15
and for FY 16 and $85 total in FY 18. He relayed that the
department had a document that provided additional details
on the credits information included in the Revenue Sources
Book. For the following 2 years the departnent was | ooking
at about $67 million in total small producer credits and
increasing to $85 mllion.

2:31:53 PM

Slide 5: "History of Gl and Gas Tax Credits." Comr ssioner
Hof f beck discussed the credits nodified with Al aska’ s C ear
and Equitable Share (ACES) [HB2001 was |egislation passed
in 2007 - Short Title: GOl and Gas Tax Anendnents].
Al aska’s Cear and Equitable Share (ACES) provided m nor
changes to the credits thenselves. The loss carry forward
was increased to 25 percent, elinnated the $25 nillion cap
on the small producer credit, and created the Tax Credit
Fund, a sub fund of the Gr.

House Fi nance Conmmittee 18 01/27/15 1:30 P. M



Comm ssi oner Hof fbeck advanced to slide 6: "History of QI
and Gas Tax Credits."” He explained that between ACES and
the SB 21 reginme there were several Cook Inlet changes that
were made to the tax credits in an effort to stinulate
exploration and production in Southcentral Alaska. There
was a gas storage facility credit that allowed for a
storage facility to deal wth peak demand tines during
brown-out conditions in Anchorage and the surrounding
areas. The credit was granted to the first facility which
was claimed in FY 14 in the anount of $15 nillion. There
was also a $15 nmillion credit available for a Liquefied
Natural Gas (LNG project that had not been clained. He
anticipated the credit wuld be claimed wthin the
follow ng 2 years.

Co- Chair Neuman asked whether the credits were for drilling
dry wells. Comm ssioner Hoffbeck asked for Co-Chair Neuman
to clarify whether he was referring to the gas storage
facility credit. Co-Chair Neuman commented that he was not
tal king about the gas storage credit but the expenditure
credit. Comm ssioner Hoffbeck commented that he hoped they
were not for drilling dry wells.

Comm ssi oner Hof fbeck continued to explain additional Cook
Inlet credits. He nentioned a 40 percent well |ease
expenditure credit and remarked that it was for "Mddle
Earth" as well as Cook Inlet; anything South of the North
Sl ope. Another credit was a jack-up rig credit put in place
to encourage a jack-up rig in the north. Two rigs actually
came north. The credit was 100 percent for the first well
drilled up to $25 mllion, 90 percent for the second well
up to $22.5 mllion, and 80 percent for the third well up
to $20 million. At present no producer had nade a claim

Co-Chair Neurman asked if any gas had been found.
Comm ssi oner Hoffbeck reported that the wells had been
drilled but that there were information requirenents
associated with the credit. Therefore, some conpanies chose
to use other credits wth | esser returns.

Co-Chair Neuman comrented that the state had offered a
significant anount of «credits wthout getting any gas.
Comm ssi oner Hof fbeck acknowl edged that the state had
| earned of sone information wthout having to pay any
credits. The last credit on the slide he addressed was the
frontier areas credit was set up in a fashion simlar to
the LNG storage and the jack-up rig credits. He anticipated
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that the credits would be clainmed in the Nenana and Susitna
basi ns.

2:35: 09 PM

Comm ssi oner Hof fbeck pointed to slide 7: "History of QI
and Gas tax Credits."” He conveyed that additional credit
nodi fications came with the passing of legislation, SB 21
[ Legislation passed in 2013 - Short Title: Gl and Gas
Production Tax]. He sunmarized that SB 21 elimnated the 20
percent qualified capital credit only for the North Sl ope.
The credit remained in place for Cook Inlet. The
legislation also created a per-barrel credit which was
essentially an offset against the 20 percent capital
credit. They were not exactly the sane but were a trade-off
between the two credits. He furthered that the per barre
credit was an $8 credit at $80 per barrel of oil, a $7
credit at $90 per barrel of oil, and a $6 credit at $100
per barrel of oil. Once the price of oil reached $150 per
barrel of oil the credit no longer existed. In regards to
new oil there was a $5 flat credit for each barrel. He
stated that the final piece within SB 21 was an increase of
the loss carry forward credit to 35 percent. He explained
that it was actually at 45 percent for the first two years
during the transition period then dropped down to 35
percent in 2016. Cook Inlet renmmined at 25 percent for the
net operating loss carry-forward credit. Cook Inlet was
basically still under ACES. The change within SB 21 applied
to the North Sl ope.

Co- Chair Neuman commented that it was probably too early to
determine the original effects. He wondered whether the
incentives were resulting in nore production. Conmm ssioner
Hof f beck responded that the state was seeing a substantia
response in Cook Inlet. He indicated there was sufficient
gas to ensure Southcentral would not run out. There was

enough gas for other uses as well. The totality of the
response in Cook Inlet in relationship to the cost of the
credits was still to be determ ned.

Representative Gara asked whether the per-barrel credit had
anything to do wth how nuch oil was produced. He wondered
if at different prices a different tax rate was paid. He
supposed that it would nmax out at a 35 percent tax rate
around $160 per barrel, 20 percent at $110 per barrel, and
lower at lower oil prices. He asked if he was correct.
Comm ssi oner Hoffbeck affirnmed that Representative Gara was
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correct except that it was at $150 rather than $160 per
barrel. It was not a production driven credit. The price
credit was on every barrel produced.

Conmi ssi oner Hof fbeck continued wth slide 8 "So to sum
all that up." He reported that over the last 10 years the
size and the applicability of the oil and gas tax credit
had grown dramatically. The slide showed a graphic
representation of two types of credits. The first was the
credits used against tax Iliability and the second was
refundable credits for which the state actually issued
checks. Both types of credits had grown over tinme. He
relayed that the credits purchased by the state peeked in
2011. O herwise they had tracked parallel with oil prices.
He pointed out that the credit liability had grown each
year in relationship to revenues generated by the price of
oil.

2:39:41 PM

Conmi ssi oner Hoffbeck revealed slide 9: "So to sum all that
up... (Continued)." He enphasized that not all credits should
be viewed as a cost. The 20 percent capital credit under
ACES and the per barrel credit under SB21 were really part
of the tax rate itself. They worked together to create the
tax rate. He stated that although «credits function
i ndependently from rate, a person would not have a tota
picture of their function w thout |ooking at them together.
He added that particularly with the per barrel credit the
departnment saw it as a deduction prior to revenue. It did
not show up on the cost line but in reduced revenue.

Co- Chair Neuman added that capital credits were created to
encourage a desired behavior in the industry. He asked the
conmmi ssioner to further explain how the industry reacted.

Comm ssioner Hoffbeck pointed out that it was easy to
explain the reaction in relationship to explorers and new
devel opment. By offering credits the state took on a
substanti al portion of t he risk t hat acconpani ed
exploration and new field devel opnment. It was done in order
to make marginal fields nore economc to develop. It was an
investnment in the future to have additional production. The
per-barrel allowance was an attenpt to make Alaska's tax
system conpetitive with other tax regines. It was ained at
the conpanies that were already producing to encourage
addi tional investnent.
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Co-Chair Neuman renmarked that there was an wupside to
investnments in exploration which resulted in creating nore
jobs to search for nore oil

Representative WIson asked who determ ned whether the
credits wer e wor ki ng. Comm ssi oner Hof f beck asked
Representative Wlson to restate her question.

Representative WIson asked about who determ ned whether
the credits were effective in incentivizing exploration.
She wondered what departnent was in charge of evaluating
the effectiveness of the credits. Conm ssioner Hoffbeck
responded that it was a conbination of many of the
agencies. One of the things that Governor Wil ker nade cl ear
was that he was taking a conprehensive |ook at credits to
make a business decision noving forward. He suggested that
it was too early to know the inpact of SB 21.

2:44:11 PM

Representative Kawasaki asked about qualified capital
credits. He wondered if the credits were used primarily for
the investnment in maintenance for existing infrastructure.
He suggested that the Legislative Finance Division had a
di fferent opi nion about what the qualified capital
expenditure credit ended up acconpli shing.

Comm ssioner Hoffbeck replied that the statenent was not
i naccurate. Mich of the credits went towards infrastructure
and mai ntenance which had sone inpact on continuing and
i ncreased production. The totality of the analysis was
i nconpl et e.

Represent ati ve Kawasaki asked when the ACES audit would be
made public and avail able for review Conmm ssioner Hoffbeck
asked whether Representative Kawasaki was referring to an
i ndependent conpany audit or a total audit of ACES.

Representati ve Kawasaki comrented that the state had gone
back and forth changing the system It was changed with SB
21. H's problem was that the state never fully exam ned
whet her ACES was working. He wanted to confirm that an
audit was being done or was conpleted. Comr ssioner
Hof f beck reported that individual audits were being done on
conpanies and that the first of the ACES audits would be
rel eased shortly. There was a 6 year statute limtation. He
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furthered that he had been assured by his staff that the
audit reports would be out before the statute limtation.
He confirnmed that PPT audits were conpleted and his staff
was currently working on audits for ACES.

Comm ssi oner Hof fbeck comented that slide 9 also touched
on the fact that there had been increased activity.

Representative Minoz referred back to slide 8. She asked
what portion of the $1.2 billion in credits was
attributable to Cook Inlet. Conm ssioner Hoffbeck responded
that of the reinbursable credits approxinmately half were
attributed to Cook Inlet and the other half were attributed
to the North Slope. He detailed that 100 percent of the
credits used against tax liability were assigned to the
North Slope. About a quarter of the total credits were
rei mbursabl e to Cook Inlet.

Representative Gara asked about the bottom blue portion on
the graph on slide 8. He comented that under SB 21 the
blue part included a portion that was not credits, but a
price per Dbarrel credit. He asked if he was accurate.
Comm ssi oner Hoffbeck affirmed that it was essentially the
per barrel allowance that was reflected in bl ue.

2:48:19 PM

Comm ssi oner Hoffbeck presented slide 10: "Net Tax Credits
versus Production Tax." Conm ssioner Hoffbeck indicated
that the slide was a history |ook back to 2007 when the
refundable credits were inplenented. The light green bar
reflected total production tax revenue prior to applying
the «credits. He continued that the dark green bar
represented the production tax after credits were applied
against liability. The red bar indicated the refundable
credits. He pointed out that over tine the red bar had
grown dramatically. He added that the credits against
liability had also grown particularly as a percentage of
total revenue.

Vi ce-Chair Saddl er asked the comni ssioner to define
"refundable credits.” Comm ssioner Hoffbeck answered that
the refundable credits could be cashed in with the state.
He added that conpanies that did not have a tax liability
could essentially sell the credits back to the state.
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Co-Chair Neuman asked if the credits could be other
refundable credits that conpanies who had a tax liability
to the state purchased and wused them against their
liability. Conmm ssioner Hoffbeck responded that sone of the
credits could be sold to other conpani es.

Conmi ssi oner Hoffbeck advanced to slide 11: "Net Tax
Credits versus Production Tax." He explained that the slide
depicted current day taxes. He pointed out that the 1ight
green represented the total tax before any credits. The
dark green bar indicated production tax after credits used
against liability. The red bar showed production tax net of
refundabl e credits. He added that those conpanies that were
produci ng were paying taxes even in the current |ow price
envi ronnent. He acknow edged that the low price of oil, the
resulting cash flow issues, and the overall decrease in tax
revenue all contributed to the state falling bel ow zero for
the total take when the credits were applied. Conpanies
that were producing and had a tax liability would reach a
floor. However, no bottom limt existed for conpanies that
used the tax credits for exploration and devel opnent. There
was a robust nunber of conpanies |ooking to develop. There
was significant exploration occurring due to high oi
prices that drove the credits. Also, the expiring credits
were generating activity. Conpanies wanted to do the work
prior to the expiration of credits.

Co- Chair Neuman comrented that there were multiple reasons
for the credits being used. He had a problem with the
current graph. He felt that the chart |ooked at a single
feature of the entire tax system He added that it was a
distortion of the public's perception of how the credits
wor ked.

Cormmi ssi oner Hoffbeck remarked that it had been discussed
in several forns and he was hoping that the slide would not
have to be di scussed nmuch in the future.

2:52: 17 PM

Representative Minoz asked if the slide reflected the Cook
Inlet tax credits in the total production tax. Conm ssioner
Hof f beck detailed that the refundable tax credits were in
Cook Inlet, half of them were in Cook Inlet and half were
on the North Slope. She clarified that the chart reflected
the Cook Inlet versus the total tax. Comm ssioner Hoffbeck
responded affirmatively.
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Comm ssi oner Hoffbeck skipped to slide 13: "Alaska Credit
Burden will Naturally Decline." He relayed that the slide
was a sumary of the expiring credits. First, the carry
forward annual loss credit for the North Slope would
decrease from 45 percent to 35 percent in January, 2016
The credit in Cook Inlet would remain the sanme at 25
percent. Second, the small producer credit wuld stop
accepting new producers in My, 2016. However, if they had
production prior they could take the credit for a period of
up to 9 years. The third credits to expire would be the
exploration incentive credits for North Slope and Cook
I nl et which end in July, 2016.

Co-Chair Neuman asked if the first two types of credits
were primarily targeting producers other than the big three
oil conpanies. Conmm ssioner Hoffbeck responded that the
first credits applied to both types of producers. The first
applied to the North Slope and the second was focused on
both Cook Inlet and the North Sl ope.

Representative Gara did not Ilike the way Conmm ssioner
Hof f beck referred to sonmething as a tax credit that just
varied the tax rate based on price. He wanted to know the
effective tax rate for FY 14 before deductions and the non
per barrel credit. He wondered about the effective tax rate
on the producers that paid a tax. Comm ssioner Hoffbeck
indicated he wuld provide the commttee wth the
information. M. Stickel responded that he did not have the
information with himbut would be happy to provide it.

Co- Chair Neuman reassured the committee that the current
di scussion would not be the last on the topic. Further
di scussion would ensue. He recomended that menber s
fam liarize thenselves with the credits.

Comm ssi oner Hof fbeck wondered whether comittee nenbers
had received the supplenental packet the departnent had
sent over earlier the sane day. He el aborated that included
was a 9 page report that described each credit in nore
detail.

Co-Chair Neunman asked if Dan would be available for
guestions on the credits. Conmm ssioner Hoffbeck responded
that Dan woul d be avail abl e anyti ne.

AFY 16 BUDGET OVERVI EW DEPARTMENT OF REVENUE
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2:57:16 PM

Co- Chair Neuman asked to visit any of the mmjor issues that
had been previous discussed as the presentation noved
al ong. Comm ssioner Hoffbeck turned the presentation over
to M. Burnett.

JERRY BURNETT, DEPUTY COWM SSI ONER, TREASURY DI VI SI ON,
DEPARTMENT OF REVENUE, i ntroduced t he Power Poi nt
presentation "Departnment of Revenue Budget Overview' (copy
on file). He mentioned he would be going through the slides
at a rapid pace and suggested nenbers stop him with any
guesti on.

M. Burnett's reviewed slide 2: "Alaska Departnment of
Revenue: Maj or Progranms.” He discussed each of the
divisions briefly. The Tax D vision collected taxes,
forecasted and reported revenues, and regulated charitable
gam ng. The Treasury Division managed and invested state
funds other than the Permanent Fund. The Permanent Fund
Dividend (PFD) Division admnistered the PFD program
distributed the annual dividend paynment to eligible
Al askans, and administered the Pick, dick, Gve donation
system which was doing better in the «current vyear.
Donations were up by about 15 percent from the previous
year. He relayed that the Jlast division wthin the
departnment was the Child Support Services D vision. The
division <collected and distributed <child support to
custodial parents and to the state for children who are in
state cust ody.

M. Burnett explained the departnent's organizational chart
on slide 3: "Al aska Departnent of Revenue." He highlighted
the comm ssioner's position as well as his own position and
that of the deputy commssioner's in Anchorage, Donna
Keppers. He el aborated that Ms. Keppers was the |ead on the
Al aska Liquefied Natural Gas project. She also provided
adm nistrative oversight for the Tax Dvision and the
crimnal investigation unit. The remaining divisions fell
under M. Burnett's admnistrative watch.

M. Bur net t turned to slide 4. "Aut horities and
Corporations.” He detailed that the comm ssioner oversaw
four of the state's corporations. First was Al aska Housing
Fi nance Corporation which the comm ssioner held a seat on
the board. The ~corporation provided access to safe,
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gquality, and affordable housing. The comm ssioner also
oversaw the Al aska Permanent Fund Corporation and held a
board seat. The comm ssioner oversaw the Alaska Mental
Heal th Trust. The commi ssioner did not hold a seat on the
board. However, it was wthin DOR and provided a |arge
nunber of admnistrative services for Mntal Health Trust
Aut hority. He furthered that the Al aska Municipal Bank
handl ed financing options for capital projects. There were
two half-tine enployees at the Al aska Minicipal Bond Bank
and a | oan portfolio nearing $1 billion.

Co-Chair Neuman added that all of the corporations were
overseen by their own individual boards. Respectively they
did not fall under the budget act. He suspected it nmade M.
Burnett's job of managi ng themwas pretty easy.

M. Burnett responded that the enployees wthin the
Muni ci pal Bond Bank were also half-time treasury enployees
within his direct purview He agreed with Co-Chair Neuman
that the admnistration was done by the board and the
executive director for the nost part but showed up in DOR s
budget .

M. Burnett advanced to slide 5: "Results in 2014:
Department of Revenue as a Wiol e and Treasury Division." He
relayed that in 2014 the departnent consolidated |eases and
conbined public facing offices to reduce the state's
billable footprint for greater long-term cost savings. The
Department of Revenue also reviewed and updated all of its
regul ations, an ongoing process. In the Treasury Division
33 out of 36 funds managed by Treasury net or exceeded the
benchmark returns in FY 14. He also reported that PERS and
TRS funds returned 18.55% and 18.56% respectively as
conpared to 12.50% and 12.59% in FY 13. The actuarial
assunption was 8 percent which the division exceeded.

Vi ce-Chair Saddl er asked about the public facing offices.
He assuned that M. Burnett was referring to offices open
to the public. M. Burnett answered that public facing
offices were offices where people came in with questions
about child support, PFD paynents or taxes.

Vi ce-Chair Saddl er asked about the |ocations of the public
facing offices. M. Burnett answered that the main office
in Anchorage was in the Atwood Building and in Juneau in
the State Ofice Building. The state had satellite offices
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in other places, but the departnent was trying to
consol idate them together.

Co- Chair Neuman noted that the Departnent of Admnistration
was consolidating wwth its office saving space plan.

M. Burnett discussed slide 6: "Results in 2014: Tax
Division." He informed the commttee that the departnent
was continuing the inplenentation of the Tax Revenue
Managenent System (TRMS). Phase 1 of the system rolled out
in April of 2014 for all corporate incone and excise tax
filers. The project included online filing options for all
taxpayers. The first part of the oil and gas property tax
cane online in 2014. Phase 2 of the TRVS rolled out in
January of 2014 for oil and gas production tax. He reported
that the prior year’s tax paynents were uploaded to the new
system which would greatly assist with auditing information
and preparing statistical work. It would also be nuch
easier to file online. He believed the system would be
inproved for all wusers. He suggested that 98.5% of known
taxpayers filed tax returns and nade their paynents tinely.

3:05: 04 PM

M. Burnett addressed slide 7: "Results in 2014: Pernmanent
Fund Dividend Division (PFD)." He relayed that the division
contacted over 90 percent of the state's eligibility cases
by the tine the dividend amount was announced. He felt the
division was doing a better job of getting things dealt
with prior to people contacting the division. The division
succeeded in reaching the highest case closure rate since
2008. PFD technicians were increasing their interactions
with the public through phone, enail, and in-person than
the prior year. The division had changed processes over the
previ ous several years which had nade it a nuch better
experience for the public. The division focused on
i mproving conmunications with other state agencies that
directly affected the Permanent Fund D vidend processes and
custoner service experience. He added the necessity of a
col | aborative effort between the division and agencies |ike
nmyAl aska (ETS), DWW, and Vital Statistics. In 2014 at the
beginning of the filing season there were a nunber of
peopl e whose names did not match between what was on file
with DW and the PFD system preventing applicants from
conpleting an online signature. He believed it was nuch
i nproved al though additional inprovenents still needed to
be made.
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Representative Gara relayed his own experience when he had
not received a PFD a couple of years earlier. He discussed
a frustrating experience dealing with the division in the
application process. M. Burnett replied that the division
was working on the phone queue. He elaborated that the
system had a feature where a caller could |eave the queue
and a person from the division would call back. There were
ot her features incorporated to avoid such issues.

Co-Chair Neuman noted that conmittee nenbers had all had
constituents who experienced issues with the PFD system

Representative Gara just wanted to know if the system was
working. M. Burnett relayed that the PFD Division could
often tinmes determne whether soneone tried to apply
online. The system would be able to track a person
attenpted to apply online. If a person contacted the
division and it was determned that they tried to file
their application would be accepted. However, waiting two
years to contact the division after the fact would be
considered too | ate.

3:09: 04 PM

Co-Chair Neuman thought there had been a change in
regulation that went back to a one tine nulligan where
soneone thought they mamiled their application in, but did
not, and woul d get anot her opportunity.

Representative Gara interjected that he would get to the
point in the phone system where he would be able to | eave a
nmessage for soneone to call him back and the system would
hang up. He wondered if the problem he had experienced had
been resolved. M. Burnett believed so.

Co- Chair Neuman recommended Representative Gara contact M.
Burnett.

Co- Chair Thonpson noted that he had had a problem two years
prior with his PFD. He sinply walked across the street,
talked with soneone at the counter, and the matter was
resol ved.

Representative Gara was not concerned with hinself but

cared about the phone hanging up on constituents. M.
Burnett responded, "And so do we."
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M. Burnett referred to slide 8 "Results in 2014: Child
Support Services Division." He conveyed that the division
conputed statistics for the federal government each year on
child support. He pointed out the efficiency rate of the
division, mnmeeting mninmm standards required to receive
federal incentive paynents.

Co- Chair Neuman commented that it was inportant information
to |l ook at because of the people it affected. He nentioned
a previous audit that determined the departnment was
efficient. He acknow edged a human factor.

M. Burnett advanced to slide 9: "Look Back at Departnent
Activities." He reported that in FY 15 the departnent was
collecting nore revenues than in FY 05. A nunber of new
prograns had been added since then. There had also been
many changes to the oil and gas production tax. The funds
that were under managenent of the Treasury Division had
grown from $20 billion ten years previously to currently
over $50 billion. In the prior 2 years the Treasury
Di vision had had nore noney than the Permanent Fund nost of
the time. It may end in the current year with spending. The
nunber of dividends paid had increased, the Pick, dick,
and Gve Program was inplenented, and the departnment was
di spersing nore noney in child support.

Representative WIson asked where audits fit into the
picture. M. Burnett responded that there was a statutory
framework in which audit activity within the Tax Division
had to be conpleted. Sone of the audit activities had been
down over the |ast couple of years due to installation and
start-up of the TRMS. In nmany cases, 35 percent to 50
percent of staff tinme had been spent changing systens. Now
that the system was online the staff tinme could be
designated to regular busi ness. He understood the
seriousness of Representative WIson's question.

Representative WIson asked what year the departnent was
auditing currently. M. Burnett responded approxinmately
2008.

Representative WIlson comented that the state really was
not caught up at all. Conmm ssioner Hoffbeck stated that
there were two contributing conponents; the new system and
the fact that the PPT audits were conpl et ed.
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Representative WIlson relayed that although the audits were
not conpleted it did not nean that the conpanies had not
paid their taxes. An audit was a check to see whether the
state agreed with the conpanies on their tax liability.
Conmi ssi oner Hof f beck responded affirmatively.

Co- Chair Neuman comented that pressure had been applied to
the departnment to stay as current as possible with the
audi ts.

Vi ce-Chair Saddler asked about the conplexity of the tax
audits for ACES versus other structures. He also had a
guestion about PFD paynents which he would get to.
Commi ssioner Hoffbeck deferred to M. Dees. He relayed
Vi ce- Chai r Saddl er's questi on.

LENNI E DEES, AUDIT MASTER, TAX DI VISION DEPARTMENT OF
REVENUE (via teleconference), responded that ACES and PPT
were both net tax systenms. He commented that they were very
simlar. Sone changes were made in ACES that added sone
conplexity to the audits such as the reasonable cost for
transportation. The departnent determ ned what was to be a
tariff for certain pipelines owed by sonme of the
producers. Another conplexity was |ooking at naintenance
costs conpleted having to do wth the problens that
occurred in 2006 at Prudhoe Bay. He continued that the nost
conplex portion of +the audit was the audit of |ease
expenditures. One of the challenges was the anount of
activity the auditors had to look at as well as the
chal l enge of not having the data presented in a consistent
manner. He suggested that with the new TMRS the depart nment
would be able to collect data on a nore consistent basis
having a data warehouse of information for the auditors to
| ook at. Also, he nentioned the |earning curve noving from
a gross to a net tax system for the auditors in ternms of
under st andi ng the operations of the industry.

Co-Chair Neuman stopped M. Dees from continuing and
t hanked himfor his input. He nentioned other conplexities.

M. Burnett continued wth slide 10: "Departnent of
Revenue's Share of Total Agency Operations (G- Only)($
Thousands)." He provided DOR s budget as it related to
t ot al agency oper ati ons and gave sone hi stori cal
information since 2007. He drew attention to the box to the
left of the graph. He pointed out there was an error. He
stated that where it said, "decreased" it should have said
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"increased." It was an error on the slide. The departnent's
operating budget was .61 percent of the state's GF budget.

M. Burnett scrolled to slide 11: "Appropriations wthin
the Department of Revenue (GF Only) ($ Thousands)." He
explained that the slide showed the division detail. He
added that the taxation and treasury category included the
Tax Division, the Treasury Division, and the Permanent Fund
Division which was why the category appeared much | arger
t han any of the other division categories.

M. Burnett continued to 12: ""Appropriations within the
Departnment of Revenue (Al Funds) ($ Thousands)." He
poi nted out that the slide depicted "All Funds."

M. Burnett discussed slide 13: "Departnent of Revenue FY
2016 CGovernor’s Budget by Fund Source." He commented that
the largest fund source was the Permanent Fund's corporate
receipts which was in the Permanent Fund Corporation's
operating budget primarily used to pay managenent fees for
its investnments. The pension funds were simlar. Federal
funds were primarily in the Child Support Services and the
Al aska Housing conmponents. The G- was only 8 percent of
DOR s total budget.

3:20: 15 PM

M. Burnett turned to the pie chart 1in slide 14:
"Departnment of Revenue FY 2016 GCovernor’s Budget by
Program ™ The chart reflected that the Permanent Fund was
the largest portion, which funded the external manager of
the state's investnents. The pension fund portion of the
departnment's budget was significant for the same reason; a
| arge anount of noney was bei ng handl ed.

M. Burnett discussed slide 15: "Key FY 2016 Budget

Changes." He reviewed that non-personal services reductions
totaled about $1.7 mllion wundesignated general funds
(UGF), personal services reductions equaled about $1.5
mllion UG, and health insurance and working reserve
reductions were taken out of the budget as part of the
payr ol | adm ni stration reducti ons. He reported that
positions were being added in the Pernmnent Fund

Corporation and in the Treasury Division. These positions
would be paid for by reducing external managenent fees
resulting in a net savings.
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Vice-Chair Saddler asked if DOR was adding a thousand
positions. M. Burnett responded that it was $1 mllion
dollars-worth of positions. M . Burnett continued to
el aborate that the reductions in non-personal services
included a reduction in federal funds because of the
mat ched funding requirenents. Sonme of the reductions were
pensi on fund and Permanent Fund Corporate managenent fee
reductions. He relayed that nore detailed information would
be rel eased the foll ow ng week.

M. Burnett reviewed slide 16: "FY 2016 Capital." He
confirmed that 100 percent of the departnent's capital
budget fell wunder the Alaska Housing Finance Corporation

budget. The budget was small relative to previous years. He
read froma list of projects:

e $8.1 mllion Weat heri zati on

e $4.69 nmllion Teacher, Health, Public Safety and VPSO
Housi ng Loans

e $4.5 mllion Housi ng & Urban Devel opnent Fed HOVE
G ant

e $3 mllion Honme Energy Rebate

e $2.5 mllion Housi ng & Urban Devel opnent Capit al
Fund Program

e $1 mllion Cold dimte Housing Research Center
( CCHRC)

M. Burnett noted that the funding equated to $17 mllion
in UG- and $11.5 million in federal funds.

3:23:02 PM

M. Burnett tal ked about the final slide 17: "Wap-up." The
Tax Division was actively engaged in inproving its
information system and inproving its efficiencies. He
t hought there would be efficiencies in future budgets and
nore tinmely audits. The departnent was the state’s | argest
i nvestment nmanager and had nmde prudent investnents over
the previous several years. Departnent of Revenue al so had
achieved and nmintained the highest credit rating and the
| onest cost of borrowing. He reported that the departnent
would be doing some G- refunding bonds and sone bond
anticipation notes in the future.

M. Burnett continued that the departnment had worked
diligently to inprove the custoner service sections in the
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PFD and Child Support Services Divisions. He suggested
doi ng a conparison of custonmer support fromthe past to the
present. He thought the inprovenents made an incredible
success story. He also relayed that DOR s corporations had
received national recognition for exenplary  program
managenent and fiscal sol vency. He concl uded hi s
present ati on.

Representati ve Munoz asked about the graph on page 10. She
believed it showed a $13 mllion reduction. She nentioned
that the figure did not match the anount shown on slide 15.
She asked M. Burnett to explain the differences. M.
Burnett answered that there was a one-tine itemincluded He
woul d provide additional information to the commttee at a
later tine.

Representative Minoz wondered about which divisions were
affected by the personal services reductions in UG. M
Burnett responded that the GF personnel costs were in the
Tax Division, the Treasury Division, the Child Support
Division, admnistrative services, and the conmm ssioner's
of fice.

Representative Gara reported that he would be testing out
the custoner service of the PFD office.

Co- Chair Thonpson asked jokingly for a report back from
Representative Gara.

Co-Chair Neuman thanked the presenters and reviewed the
agenda for the foll ow ng day.

#
ADJ QURNVENT

3:26:56 PM

The neeting was adjourned at 3:26 p. m
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